DE 99- 185
CONNECTI cUT VALLEY ELECTRI ¢ COVWPANY

Fuel Adjustnent C ause and Purchased Power Cost Adj ustnent

Order Continui ng Decenber 31, 1997 FAC/ PPCA Rat es
on a Tenporary Basis

ORDER NO 23,378

Decenber 30, 1999

APPEARANCES: Ransnei er and Spel | man by Dom S.
D Anbruoso and John Al exander, Esquires, on behalf of Connecti cut
Val l ey El ectric Conpany; Sarah Know ton, Esq. of MLane, G af,
Raul erson and M ddl eton on behalf of the Gty of C arenont;
Kenneth Traum of the O fice of Consunmer Advocate on behal f of
Resi denti al Ratepayers; Thomas C. Frantz and Janmes Cunni ngham f or
the Staff of the New Hanpshire Public Uilities Conm ssion and
Gary Epler, Esq. for the Conm ssioners.
| . PROCEDURAL HI STORY

On Decenber 1, 1999, Connecticut Valley Electric
Conmpany (CVEC or the Conpany) filed a petition with the
Comm ssion for a change in its Fuel Adjustnment C ause and
Pur chased Power Cost Adjustnent rates effective on all bills
rendered on and after January 1, 2000. The filing also included
an adjustnment to the rates it pays Qualifying Facilities
provi di ng power to CVEC under short-term avoi ded cost rates.
Pursuant to N.H Adm n. Rules PUC 201. 05, CVEC proposes a waiver
to NNH Admn. Rules Puc 1203.05(a) to allow rates to change on a
bills rendered basis on January 1, 2000.

In support of CVEC s petition, the Conpany pre-filed

the testinony and exhibits of three witnesses: Charles A Wtts,

Consul tant - Power Engineering, Finance and Pricing at Central
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Vermont Public Service Corporation (CVPS), CVEC s parent conpany,;
Robert J. Anel ang, Senior Consultant - Power Engi neering at CVPS;
and C.J. Frankiew cz, Financial Analysis Coordinator for CVPS.

A Motion to Intervene was filed by the Cty of
Cl arenont (Cl arenont) on Decenber 13, 1999. On Decenber 15, 1999,
Clarenont filed a Motion for Prudency Review and Reconciliation
Mechanism CVEC filed an Qbjection to Clarenont’s notion on
prudence and reconciliation on Decenber 21, 1999. A duly noticed
hearing was held on Decenber 22, 1999. C arenont’s notion for
intervention was granted at the hearing.
1. POSITIONS OF THE PARTI ES AND STAFF

A. CVEC

CVEC proposes to recover through the 2000 FAC and PPCA
all its fuel and purchased power costs, including the current
al | eged under-recovery and its forecasted 2000 costs. CVEC states
that its currently effective FAC and PPCA rates are not cost-
based rates and will cause CVEC to under-collect its 1999 fuel
and purchased power costs. On a conbi ned FAC/ PPCA basis, CVEC
estimates that it will under-recover $585,521 of RS-2 costs by
the end of Decenber 1999 due to Comm ssion Order No. 23,214 (May
17, 1999). That order reduced the FAC and PPCA rates back to the

levels in effect on Decenber 31, 1997 for all bills rendered on
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and after June 1, 1999.! |If the Decenber 31, 1997 rates renmin
in effect for 2000, CVEC estimates that the under-collection for
2000 costs will exceed $1,185,000 and will |leave CVEC with a net
| oss for the year and insufficient cash to pay its bills. Ex. 8
at 4. CVEC proposes to increase rates by 9.7 percent, or

$1, 890, 537, on an annual basis. CVEC states that the conbi ned
FAC/ PPCA rate change woul d have been a decrease in rates of 4.8
percent absent the inplenentation of the Decenber 31, 1997 rate
freeze.?

Due to the | arge under-recovery CVEC is proposing to
recover in its 2000 FAC/ PPCA rates, CVEC is willing to consider
an alternative nmechanismto recover those costs that would
mnimze the bill inpacts of the petition. Absent the recovery
of the accunul ated deferrals, CVEC states that recovery of its

2000 FAC/ PPCA costs would result in a rate increase of 6.1

! The basis for setting CVEC s FAC and PPCA rates at the
Decenber 31, 1997 levels is the Commssion’s finding in DR 97-241
that CVEC was inprudent for not termnating the RS-2 contract
wi th CVPS and procuring | ower cost power for its custoners. See
Order No. 22,815 (Decenber 31, 1997). Order Nos. 23,168 and
23,214 explain the history of how and why the rates changed from
Decenber 31, 1997 until they were | owered back to the Decenber
31, 1997 Il evels.

2 |n a separate filing, CVEC has requested a rate redesign
that would elimnate the seasonal base rate design it currently
has in place effective for all bills rendered on and after
January 1, 2000. The effect of renoving the seasonal conponent
of its base rates would have a mninmal effect on the proposed
FAC/ PPCA rates, but would result in a 13 percent rate reduction
under CVEC s proposed FAC/PPCA rates or a 21 percent decrease on
January 1, 2000 if the current FAC/PPCA rates stay in effect.
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percent. A typical residential custonmer who uses 500 kW per
nonth would see a nonthly bill increase of $5.50.

1. Fuel Adjustnent d ause

CVEC provided its forecast of 2000 energy costs and
revenues as well as a reconciliation of actual costs and revenues
for 1998 and through October 1999 with estimates for Novenber and
Decenber 1999. Based on its current forecasted under-recovery of
FAC costs, $384,580 at year-end 1999, and forecasted RS-2 and
Smal | Power Producer costs for 2000 of $6,959, 819, CVEC estimates
total year 2000 fuel costs of $7,344,399. CVEC cites two main
reasons for the larger than anticipated 1999 under-coll ection:

1) the reduction in the FAC rate by the Comm ssion to the FAC
rate in effect on Decenber 31, 1997 effective with all billings
on and after June 1, 1999; and, 2) the higher than forecast RS-2
energy costs during 1999.

For cal culation of the FAC rate, CVEC subtracts the
1999 estinmated base energy revenues of $5,964,367 fromthe total
FAC costs including under-collections, taxes and interest, which
| eaves $1, 380,032 to be collected through the year 2000 FAC rate.
CVEC estimates year 2000 retail sales of 171,867,000 kW,
resulting in an FAC rate of $0.0080 per kWh, an increase fromthe
currently effective FAC rate of $0.0059 per kWh, but [ower than
t he $0.0082 rate proposed by CVEC for 1999. The cal cul ation of

the rate excludes the kWh sal es associated with retail pilot
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custoners.

The proposed FAC rate would increase rates for a
residential custonmer who uses 500 kWh per nonth by $1.06 based on
the current rate design.

2. Pur chased Power Cost Adj ust nent

The PPCA includes the estinmated cost of capacity to
CVPS for the year 2000 which are then allocated to CVEC on the
basis of the estimated nonthly | oads of CVEC coincident with the
monthly reserve-required | oads of CVPS as conputed under the old
NEPOOL 70/ 30 formula, whereby 70% of CVPS system capability
responsibility was determ ned on the CVPS system coi nci dent peak,
and 30% on the NEPOOL coi nci dent peak. The estimated costs of
capacity include purchased capacity, transm ssion by others, and
CVPS own generation, transm ssion and distribution. The
estimated capacity costs under the RS-2 rate schedul e and SPP
capacity costs are added to any under- or over-recoveries from
t he previous PPCA period and adjusted for interest and franchise
taxes. Base capacity revenues are then subtracted fromthe total
capacity costs to yield the net anount of purchased power
capacity costs to be recovered from CVEC s custoners over the
year through the PPCA. The costs are neutralized for pil ot
program costs and revenues and divided by estimted year 2000 kW
sales to provide the PPCA rate for 2000.

CVEC forecasts 2000 RS-2 capacity costs of $8, 830, 869
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and SPP capacity costs of $32,028. Wth interest and franchise
tax included, the total capacity costs are $8,949,452. CVEC s
estimated 1999 under-recovery of $303,968 is added to the
$8,949,452 to yield the total estinated capacity costs of
$9, 253, 420. Base capacity revenues of $7,328,366 are subtracted
which results in $1, 925,054, which CVEC proposes to recover
through its year 2000 PPCA. Based on year 2000 forecasted sal es
of 171,867,000 kWh, CVEC proposes a PPCA rate for 2000 of $0.0112
per kWh, an increase of $0.0089 per kWh over the currently
effective PPCA rate - a rate CVEC does not consider cost-based.
The proposed PPCA rate results in an increase of $1,529,616 or
7.9 percent on an annualized basis over rates currently in
effect. CVEC states that the proposed rate is | ower than what
CVEC had proposed | ast year for its 1999 PPCA

For a residential custonmer using 500 kWh per nonth, the
proposed PPCA rate would increase the custoner’s nonthly bill by
$4. 46.

B. d ar enont

Clarenont did not file testinony, but stated that the
purchase of power by CVEC from CVPS under the RS-2 contract has
been found by the Conm ssion to be inprudent and that C arenont
continues to view purchases by CVEC from CVPS under the RS-2
contract as inprudent. C arenont recomends that the Conm ssion

keep the rates at the Decenber 31, 1997 levels currently in
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ef fect and requests that the Conm ssion, pursuant to RSA 378: 30,
require CVEC to post a bond if the Conm ssion were to grant
CVEC s request to increase rates.

Cl arenont al so requests a reconciliation mechani sm be
enpl oyed pending the final outconme of the federal court
[itigation.

C. CCA
OCA did not file testinony but supports the continued
billing of the Decenber 31, 1997 rates. OCA questioned CVEC
W t nesses about the sales forecast, its stranded cost proceeding
at the Federal Energy Regul atory Comm ssion and what effects the
Conmpany’s cash flow position is having on operations.
D. Staff
Staff did not file testinony, but questioned CVEC on a
nunber of matters, including its sales forecast, the increase in
Hydr o- Quebec costs due to the elimnation of a discount off the
capacity costs in the Schedule 3 contract, the alliance to market
whol esal e power between CVPS and Virgi nia Power which was fornmed
in 1998 and recently dissolved, and the inclusion of |egal
expenses in the RS-2 costs related to Docket No. ER 98-1440 at
t he Federal Energy Regul atory Conm ssion (FERC), CVPS filing to
recover through an exit fee stranded costs associated with the
| oss of CVEC | oad due to retail choice in New Hanpshire. Staff

recommends that inprudent costs not be allowed to be recovered
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and supports the continued billing of the Decenber 31, 1997
r at es.

I11. COW SSI ON ANALYSI S

1. Clarenont’s Motion on Prudence Revi ew
and Reconciliation

Cl arenont requests that the Comm ssion establish a
mechani smfor review of CVEC s prudence for the power purchases
it is making for year 2000. C arenont states that because CVEC
i s seeking recovery of 2000 FAC and PPCA costs it raises the
i ssue of prudence concerning its decision to continue purchasing
power fromits parent, CVPS, at costs C arenont asserts are far
in excess of power prices it could procure in an arnms |length
whol esal e market transaction. Carenont also cites to the
pendi ng federal court litigation regarding the Conm ssion’s
limted ability at this tinme to take final action on prudence.
Clarenont, with the agreenent of the OCA, urges the Comm ssion to
establish a nechanismto review CVEC s purchasing decision and to
reconcile CVEC s rates at a later tinme pending the outconme of the
federal litigation

CVEC di sagrees. It believes that such a review woul d
be premature, specul ative, and unnecessarily burdensonme at this
time. CVEC argues that it anticipates that the federal court
w Il provide the Comm ssion with the necessary gui dance
concerning any reconciliations due to past over-collections or

under -col | ecti ons. Furt hernore, CVEC believes that Conm ssion
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Order No. 22,815, finding CVEC i nprudent for purchases under the
RS-2 rate schedule, resulted froma procedurally deficient
process and that it was nmade in violation of the Federal Court’s
injunction. For these reasons, CVEC requests that the Conm ssion
reject Clarenont’s notion concerning prudence and a
reconciliation mechani sm

W wil take Carenont’s notion under advisenent and
defer action on it, and put the parties on notice that, pending
the outconme of the federal court proceedings, a prudence
proceedi ng and reconciliation mechani sm nmay be opened at a | ater
tine.

2. FAC and PPCA Rat es

We have reviewed CVEC s petition and for the reasons
stated below wil|l deny the Conpany’s request to increase its FAC
and PPCA rates above those currently in effect, and we will also
deny its request to vacate our finding of inprudence in Oder No.
22,815 (Decenber 31, 1997). At this tinme a final order on CVEC s
rehearing request and other matters noticed in Order Nos. 22,815
and 22,838 (January 20, 1998) (Order Addressing Mtions for
Rehearing) remains pending. Nothing in the record before us
supports any adjustnent to the rates currently in effect. W
wll, however, reserve our authority to open a review of the year
2000 fuel and purchased power capacity costs under the RS-2

schedul e as well as the need for any possible true-up of costs,



DE 99-185

-10-
i f necessary, based on the outconme of the federal court
pr oceedi ngs.

W also note that CVEC s argunent, contained in M.
WlliamJ. Deehan's filing letter of Novenmber 30, 1999, and
repeated in the conpany's Decenber 21, 1999 (bjection to the City
of Cairnont's Mdtion for Prudency Review and Reconciliation
Mechani sm that the Conm ssion's Order No. 22,986 (July 22, 1998)
vacated its previous finding of inprudence is incorrect. O der
No. 22,986 in Docket No. DR 96-150, our restructuring docket,
only vacated the directive to the utilities, including CVEC, to
provi de notice of termnation of their whol esal e power contracts
as a part of their restructuring obligations. Qur actions in
t hese FAC and PPCA proceedings are unrelated to the electric
restructuring docket, and concern only the conpany's traditional
regul ated nonopoly utility obligation to exercise prudence in
obt ai ni ng supply, and the Comm ssion's |ongstandi ng obligation
under RSA 378:7 to insure that resulting rates are just and
reasonabl e. See Appeal of Sinclair Machi ne Products, Inc., 126
N.H 822, 834 (1985) (“The whol esale rate nust be justified by
the utility as the product of reasonable efforts to secure the
| owest cost in light of appropriate alternatives available to the
conpany.”).

In regard to Staff’s concern about the Conm ssion’s

ability to audit RS-2 regul atory conmm ssion expenses, we find



that the Conm ssion’s investigative powers and authority pursuant
to RSA 366:3 (Contracts between Utilities and Affiliates) and RSA
366:5 (I nvestigation and Proof) grant us the ability to review
the regul atory conm ssion expenses to ensure that the anmounts
proposed for recovery are accurate and pertain only to CVEC. W
direct CVEC to work with Staff in order to ensure a tinely and
efficient audit schedul e.

Additionally, we will waive the application of N.H
Adm n. Rules, Puc 1203.05(a), which requires generally that rate
changes be inplenented on a service-rendered basis, and wll
allow CVEC to continue billing the currently effective FAC and
PPCA rates on a bills-rendered basis. This waiver, pursuant to
Puc 201. 05, produces a result consistent with the principles
enbodi ed in Puc 1203.05(b), which sets forth exceptions for
allowi ng rate changes on a bills-rendered basis, and is in the
public interest because it elimnates custoner confusion and
reduces adm nistrative costs.

Finally, we note herein that we are approving today
CVEC s request in Docket No. DE 99-187 to renove the seasona
conponent of base rates which will result in no change to the
currently effective FAC and PPCA rates and annual revenue
recoveries, but will result in a decrease in January bills of
approxi mately 21 percent.

Based on the foregoing, it is hereby

ORDERED, that Fuel Adjustnent C ause rate of $0.0059
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per kWh and the Purchased Power Cost Adjustnment rate of $0.0023
per kWh, currently effective on a tenporary basis, remain in
effect and subject to further investigation and reconciliation,
until otherw se ordered by this Comm ssion; and it is

FURTHER ORDERED, that Connecticut Valley Electric
Conpany file tariff pages in conformance with this order no |ater

than January 7, 2000.
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By order of the Public Uilities Conmm ssion of New

Hanpshire this thirtieth day of Decenber,

Dougl as L. Patch
Chai r nan

Attested by:

Susan S. Gei ger
Comm ssi oner

Thomas B. Getz
Executi ve Director

and Secretary

Nancy Brockway
Commi ssi oner



